Aetna Chairman Ronald E. Compton and Dr. Neil Schlackman, senior medical director for Aetna U.S. Healthcare, provide an overview of the continuing evolution in the U.S. health insurance market, the growing dominance of managed care and the many ways in which managed care can and does enhance the quality of care while controlling costs.
Introduction
Aetna is a leader in the U.S. health care market, with more than 14 million members enrolled in our various health plans. Through our health and group insurance products, Aetna touches the lives of 27 million Americans, or 12 percent of the population. Over the years, Aetna has been at the forefront of many of the changes in the U.S. health care industry.
* Presented at the Conference on Strategic Issues in Insurance, October 22, 1997, London. A central thesis of this presentation is that, contrary to popular belief, there is no cause-and-effect connection between the cost of care and the quality of care. In medicine, "more" is not "better." It has been amply documented that the most expensive medical care is not necessarily the best medical care; in fact, often the opposite is true.
In the U.S., health care funding and delivery are largely the province of the private sector, except for the indigent and the elderly, who are covered under government arrangements. Health insurance is usually provided by employers to employees as employment benefits. The genesis of this arrangement occurred just after World War II, when the U.S. had its first experience with wage and price freezes. Because group health benefits were not regulated, labor unions began to press for health and pension benefits as a way to provide additional compensation to American workers. Employers, who were competing for qualified employees, obliged.
For decades, health insurance was relatively simple. In traditional fee-for-service plans, patients visited the doctor. The doctor submitted a bill to the insurer. The bill was paid, no questions asked. Services were relatively cheap, so there were few cost concerns, and physician incomes were substantial. There was no coordination of services or tracking of medical outcomes.
The scenario began to change in the 1980s. Health care costs in the U.S. began to rise steeply, at annual rates of 10 percent a year, compounded. Health care began to consume an ever-larger share of the economy. Today, health care consumes nearly 15 percent of the U.S. gross domestic product.
Health care costs grew for many reasons. There was no incentive to hold down costs; in fact, the opposite was true. Traditional fee-for-service medicine encouraged overutilization of services. Sophisticated new technologies, such as MRIs, were valuable tools when used appropriately, but their usage was not monitored or managed. Physicians saw any attempt at reducing cost as a threat to their incomes. And, there developed a prevalent belief on the part of many Americans that any cost is appropriate to prolong life, even for a short time.
These industry-related issues were compounded by societal problems, such as the rapid growth in the size of the population, the aging of that population, the growing violence in American society and the onset of the devastating AIDS epidemic. As a result, the U.S. spent an ever-increasing amount of money on health care, yet fewer people were covered. Employers were increasingly unable to provide coverage for their employees. They looked to insurers to help them. At the urging of employers, a group of health experts, economists and insurance executives worked together to create a new marketbased model. Thus, managed care began its explosive growth.
What is managed care? In its most structured form, managed care is an organized system of medical care that integrates financing and delivery of appropriate health care and measures performance. It manages both the utilization of care and the cost of services provided. I must emphasize that the goal of managed care is not to sacrifice quality for savings. The goal is a system that delivers value by giving people access to quality, costeffective health care. Managed care can, and does, provide a way to achieve the most efficient, effective results for the money spent on medical care.
Managed care means intervention. Some doctors will claim managed care interferes with their ability to treat patients. However, there is abundant data to show that the coordination of care provided by managed care plans generally offers several advantages over traditional insurance coverages. Those advantages include lower costs, more comprehensive benefits, preventive services and lower out-of-pocket expenses for patients. Because managed care relies on performance measurement and use of data, the cost and effectiveness of treatments can be documented. Thus, managed care provides a mechanism to provide better quality care at lower cost.
There are many forms of managed care. They have in common several key components. Among them are: -Negotiated arrangements with selected providers to furnish comprehensive services for a lesser fee, or sometimes for a flat fee, called "capitation." -Explicit standards for selecting providers.
-Formal quality assurance and utilization review programs.
-Use of advanced information systems to track medical outcomes and measure the performance of the provider and the treatments used.
-Emphasis on healthful lifestyles, primary care services and prevention of illness.
The main difference is each plan's ability to coordinate care provided by the doctors, hospitals and other service providers in a cost-effective way. As the level of coordination increases, so do cost savings.
In this paper, we shall focus on health maintenance organizations, or HMOs. They are the strongest form of managed care and thus have had the most significant impact on the health system. HMOs have a good track record for achieving cost savings while offering more comprehensive benefits and lower out-of-pocket costs to patients. Most HMOs cover preventive health care services, such as adult physicals and well-baby care, which are not covered by traditional plans.
HMOs place significant emphasis on prevention and disease management. This focus has had profound, measurable impact on the practice of medicine. For example, among elderly patients covered under the government's Medicare program, those in HMOs are diagnosed at earlier stages of breast and colon cancer. Obviously, this benefits patients in terms of earlier treatment and better medical outcomes, but it also saves money because it costs much more to treat later-stage illnesses.
As managed care has proven that it can contain costs without sacrificing quality, it has become the dominant delivery system for health care in the U.S. And people like it. Between 1988 and 1995 , the percentage of Americans in managed care plans jumped from 29 to 70 percent. That growth trend continues.
Managed care has fundamentally and permanently altered the way care is financed and delivered. The following takes you through the U.S. managed care experience, the rise of capitation and its effect on provider behavior, the shift from treating disease to managing health and how that shift has benefited patients, the increasing importance of performance measurement in assessing quality of care, and the incontrovertible data that prove that cost control and quality care can, and do, go hand in hand. Although physicians as a group have been reluctant to embrace the practice of managed care, in fact, they are joining the system in increasing numbers.
Rise in Health Spending
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Under fee-for-service, the financial incentives reward physicians for each service they provide. Thus, the more services provided, the greater the financial rewards.
Growth Trends, 1987 Trends, -1995 
Traditional Provider Approach (FFS)
Concept: A fee for each service provided generates an addition to revenue.
Funding: Based on number of services provided (fee-for-service) and not related to number of patients.
Incentives: To earn more, provide more services or charge more per service.
The sicker the patient or the later in the disease process, the more services required and the greater the revenue. Managed care plans manage their networks by selecting providers and reviewing their qualifications. Plan members must choose among those providers. Thus, how quality is determined, evaluated and measured takes on added importance.
Managed Care Spectrum
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All participants in the delivery of care will benefit from the increased emphasis on measuring quality, but they will have to provide objective evidence of their accountability.
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Quality measurement requires sufficient access to a vast array of data as well as sophisticated systems and processes to manage and measure that data. The primary care practice report card, which documents performance on issues important to members, can help them choose their primary physicians.
3.
Conclusion
Managed care was and has evolved into a system that was initially designed to control runaway costs without sacrificing quality, a system that has vast power to promote and ensure quality.
Our experience in the U.S. was that radical changes to the financing and delivery of health care were not only necessary, they were inevitable. Further changes are inevitable as well.
What can we expect from managed care in the next millennium?
The most important aspect of managed care going forward will be advanced technology systems that improve the flow of quality, performance and outcomes-related data throughout the system. Development of outcomes-measurement tools will continue to accelerate, primarily as it becomes increasingly clear that all parties involved will benefit from solid evidence that the cost and effectiveness of treatments can be documented. This, in turn, will ensure that resources are used appropriately to produce the best possible health outcomes.
Programs that empower and educate consumers will become even more important. They include a range of preventive health, health promotion, self-care, patient education and consumer information programs.
Managed care is a model that has many irrefutable benefits. But, that does not mean managed care is a panacea. Although managed care has already achieved many of the desired goals, there is more to be done in the areas of cost containment, quality assurance and access to care for all citizens. The pressure of rising costs, aging population and technological advances will continue. That means the health care system -and health insurers must continue to evolve to address these and other issues.
